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Market Commentary

Weekly Recap:

Last week was a strong one for risk assets as it became increasingly clear that while
highly contagious, the omicron variant is very likely to cause a lower rate of serious
disease and death than previous strains of the coronavirus.

Equity markets moved higher around the world, led once again by US large caps.
The S&P 500 closed at a fresh all-time high on Friday, the 67th such record set in
2021. See the Chart of the Week for a time series.

Most bond prices fell as the Treasury curve experienced significant bear
steepening: 2y yields rose 6bp, 10y yields were up 14bp, and 30y yield finished
higher by 21bp.

Credit spreads compressed, particularly in high yield, echoing the move higher in
equities.

Commodity prices also moved higher last week, with oil gaining more than
$5/barrel.

Economic news was mostly positive:

* Weekly unemployment claims fell below pre-pandemic levels

* Consumer price inflation, while high, was in line with consensus estimates
* U of Michigan consumer sentiment rose in preliminary December data

Albion's "Four Pillars":

*Economy & Earnings - US GDP growth slowed to +2.1% annualized in Q3 as supply
constraints and a surge in covid-19 case counts impacted economic activity. Despite
the slower growth, EPS for the S&P 500 is still expected to rise to an all-time
calendar year record in 2021.

*Equity Valuation - The S&P 500's forward P/E of 21x is above the historical
average, and long-term valuation metrics like CAPE (cyclically adjusted P/E ratio)
suggest that compound annual returns over the coming decade are likely to be in
the single digits. That said, lower-than-historical equity returns may be justified in
the context of ultra-low yields on alternatives like bonds and cash.

*Interest Rates - Rates remain very low by historical standards, supporting equity
valuations and lowering corporate borrowing costs.

*Inflation - Inflation is currently high on a y/y basis as supply chain disruptions and
labor shortages have impacted input costs for many businesses. The Fed recently
indicated that its average inflation-targeting objective has been met, and it may
consider accelerating asset purchase tapering as a precursor to raising short-term
interest rates in order to tame inflationary pressures.
Albion’s D d of Key Leading E ic Indicat

hb

s as of 12/10/21

Initial Jobless Claims 4wma (219k) - Stronger: weekly claims are at pandemic lows

Conference Board LEI (+9.3%) - Stronger: 8 consecutive months of sequential improvement
Building Permits (1,653k) - Steady: housing activity equal to pre-pandemic peak levels
Corporate Bond Spreads (0.91%) - Weaker: |G spreads widened in response to omicron variant
Treasury Yield Curve (+83bp) - Weaker: 2s10s curve has flattened due to omicron & Powell pivot
Consumer Confidence (109.5) - Steady: November print essentially flat with September levels

Real Final Sales (+5.1%) - Weaker: pullback in Q3 on supply constraints and covid-19 surge

Legend: e = All Clear; = Minor Concern; e = Strong Warning

Chart of the Week - S&P 500 ("R"” denoted all-time record high)

Weekly Market Recap - 12/10/21

Market Data

Index Total Returns (%)

Equity Indices Close 1 Week MTD YTD 1Year 3y Cum.
S&P 500 4,712 3.8% 3.2% 27.2% 30.3% 88.3%
Dow Jones Indus. Avg. 35,971 4.0% 4.4% 19.7% 22.1% 57.3%
NASDAQ 15,631 3.6% 0.6% 22.0% 26.8% 128.6%
S&P Midcap 400 2,780 2.9% 2.7% 21.9% 25.3% 64.6%
Russell 2000 (Small Cap) 2,212 2.4% 0.6% 13.0% 16.2% 59.3%
MSCI EAFE (Int'l Dev Mkt Eq) 2,290 2.4% 3.0% 9.5% 12.0% 44.5%
MSCI EM (Emerging Mkt Eq) 1,239 1.1% 2.2% -1.9% 1.1% 39.3%
Index Total Returns (%)
Fixed Income Yield 1 Week MTD YTD 1Year 3y Cum.
10y U.S. Treasuries 1.48% -1.1% -0.4% -3.6% -3.6% 17.9%
U.S. Bonds (Aggregate) 1.76% -0.7% -0.4% -1.7% -1.3% 16.0%
Global Bonds 1.27% -0.2% 0.2% -4.4% -3.7% 12.9%
U.S. Munis 1.12% 0.0% 0.1% 1.4% 1.7% 15.2%
U.S. Investment Grade Corp 2.35% -0.9% -0.3% -1.3% -0.6% 25.1%
U.S. High Yield Corporates 4.47% 0.7% 11% 4.4% 5.4% 25.6%
Levels (%)
US Interest Rates 12/10/21 12/3/21 11/30/21 12/31/20 12/10/20 12/10/18
2y Treasuries 0.65 0.59 0.57 0.12 0.14 273
10y Treasuries 1.48 1.34 1.44 0.91 0.91 2.86
30y Treasuries 1.88 1.67 179 1.64 1.63 313
3m LIBOR (USD) 0.20 0.19 0.17 0.24 0.22 2.78
30y Fixed Mortgage 3.10 3 3.10 2.67 2.7 4.75
Prime Rate 3.25 3.25 3.25 3.25 3.25 5.25
Levels
Commodity Prices 12/10/21 12/3/21 11/30/21 12/31/20 12/10/20 12/10/18
Oil (WTD 71.67 66.26 66.18 48.52 46.78 51.00
Gasoline 3.33 3.37 3.39 2.25 2.6 2.41
Natural Gas 3.93 413 4.57 2.54 2.55 4.55
Gold 1,783 1,783 1,775 1,898 1,837 1,244
Levels
Currency Crosses 12/10/21  12/3/21  11/30/21 12/31/20 12/10/20 12/10/18
$ per £ 1.33 1.32 1.33 137 1.33 1.26
$ per € 113 113 113 1.22 1.21 114
¥ per $ Nn3.4 12.8 1n3.2 103.3 104.2 1n3.3
$ per Bitcoin 47,952 53,655 57,139 28,996 18,350 3,401
Macroeconomic Data Value Date
Fed Funds Target (Floor) 0.0% 12/10/21
Inflation (Core PCE Def) 4.1% 10/31/21
Unemployment (U-3) 4.2% 11/30/21
GDP Growth (Q/Q SAAR) 21%  09/30/21
ISM Manufacturing PMI 61.1 11/30/21 Data Source:
Consumer Confidence 109.5 11/30/21 Bloomberg, FactSet
Sector Total Returns for the Week Ending 12/10/21
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